Over the last few years, the capital market of Bangladesh has witnessed a haughty growth which is not in line of development in the real sector of the economy. Although, the Securities and Exchange Commission (SEC) of Bangladesh has tried to correct the irregular behavior observed in the market, very often it is argued that lack of proper and firm decisions from the regulator's side has contributed to make the market more unstable rather than to reduce it. The paper attempts to identify the casual relationship between the observed volatility in the country's major bourses namely the Dhaka Stock Exchange (DSE) and the regulatory decisions taken by the SEC empirically. Using Vector Auto-regressive (VAR), statistically highly significant relationship was found between decisions taken by the regulatory authority and market volatility, although the direction of causality is in reverse order than theoretically and empirically expected. Again, though the number of decisions taken by the SEC immediately, with longer time the response was in opposite direction than expected.
the perturbing aspect of this sharp rise is the accompying increase of "Price Earnings (P/E) Ratio", which is making investment in the capital market risky overtime. After the crash of 1996, the capital market of Bangladesh has attracted a lot more attention, importance and awareness and a number of investment-friendly regulatory reforms relating to public issue, rights issue, acquisition, mergers have been implemented by the Securities and Exchange Commission (SEC). Strict rules and guidelines, trading circuit breakers, international standard surveillance and disclosure requirements for both listed scripts and IPOs, have been introduced to protect investor rights and ensure fair play (Rashid, 2008) . Even after all these initiatives from the regulators side, the market is yet to be labeled as a secure place for the general investors due to the presence of irregularities. The SEC has intended to correct the irregular market behavior in the short run by using its limited instruments such as changing Margin Loan Ratio, discouraging trade of overvalued shares (by taking them in 'over the counter' or 'spot market') changing settlement period and separation of counter for trading based on their counter, which the SEC has used more or less in a timely manner so far. But, in some cases lack of proper and firm decisions from the regulator's side e.g. face value harmonization have made the market more unstable. However, to manage the market successfully in the long run, it is felt that these are not enough rather the regulator should go for more prudent and timely decisions. In the current state of market growth, role of regulators has been questioned in two accounts. Firstly, whether regulators act promptly to address the short-term volatility in the DSE and secondly, whether frequent changes in regulators' decisions contribute negatively in the way of sustainable development of the market. The present study has attempted to find out answers of these questions empirically. Firstly the study has tried to analyze the overtime nature and trend of volatility of the major indicators of DSE. Secondly, the study has attempted to find out the factors i.e. economic or regulatory measures which have contributed to the observed volatility at DSE.
Empirical Findings
In empirical literature there are a number of studies to measure the development of stock exchanges, but every few to examine the determinants of the observed volatility in the market quantitatively. Ferris and Chance (1988) in their study recognized the role of change of margin ratio by the regulators to influence the speculative behavior in the stock market. Yenshan (1996) , for Taiwan also found that changes in margin requirements, which is one of the major intervention done by the stock market regulators, has contributed to make share price volatile. Razin, et al (1999) concluded that weak form of regulation promotes greater moral hazard and adverse selection problem in the stock market which in effect hinders possibilities of international investments. Raju and Ghosh (2004) in attempting to calculate the volatility of stock prices for a number of countries came into conclusion that both in Indian and Chinese stock market volatility is higher compared to other emerging economies. Döpke et. al. (2005) using monthly data of Germany concluded that volatility in the stock market can be explained by the performance of major macroeconomic indicators which have influence on business cycles. Uppal and Mangla (2006) empirically concluded that although the Indian regulatory agencies managed to control excessive market volatility to a large extent, the Karachi Stock Exchange demonstrated little success. They argued that market behavior due to regulatory responses depends both on the structure of industry and effectiveness of the regulations. In an attempt to find the determinants of stock volatility, Verma and Verma (2007) concluded that investors' irrational sentiments contribute more strongly to increase the stock volatility than to reduce it. In attempting to investigate the role of regulators in shaping the stock market of Bangladesh, Ahmed (2005) concluded that the regulations are not competent enough to promote the market. She also suggested major structural changes in the regulatory mechanism of this market for its future development. In an attempt to find the prime factors that are responsible for the relative price fluctuation in the Dhaka Stock Exchange (DSE), Rahman and Rahman (2007) concluded that the relative variability in a stock price and the general level of that price are related with variables like earning variability, price-earnings ratio and turnover of the stocks. In an attempt to identify the possible impacts of monetary policies especially the linkage between interest rate change and capital market development for Bangladesh, Barua and Rahman (2007) found less clear-cut relation only for short term. According to them, the prices of stocks for a country like Bangladesh depend mainly on new reform measures and government incentives. Ahmed and Samad (2008) using different descriptive statistics for DSE tried to find whether the general non-systematic behavior of stock price holds at sectoral level and concluded that rumor and non-declaration of any dividends also affect share price. Finally, they suggested that the regulatory decisions should be taken well ahead to reduce the unintended shocks in the market. While trying to find out the factors which determine the price of stocks in DSE, Uddin (2009) concluded that the prices of stocks rarely reflects the development in macro economy rather corresponds closely with the micro information such as net asset value, dividend percentage, earnings per share. Alam and Uddin (2009) using monthly data for fifteen developed and developing countries found strong relationship between share price and interest rate-one very important macroeconomic variable or change in share price and change in interest rate. Studies on stock market of Bangladesh largely associates volatility with various factors rather than the role of regulators' or weaknesses in regulations. In this state, the present study attempts to examine the market volatility in two accounts namely its association with the regulatory measures as well as with relevant macroeconomic factors.
Data and Methodology
Using regression analysis, we have attempted to identify the factors which might have contributed in the observed volatility of DSE General Index (VDGEN) in the country's major brushes and especially the inter-relationship between volatility and regulators' role. Firstly, following the methodology used by Rahman and Hossain (2007) we have estimated volatility in the Dhaka Stock Exchange. Then, we have applied vector autoregressive (VAR) for its suitability to determine the relationship when there is simultaneity among the variables (Sims, 1980) . Again, as the theories give little guidelines on whether the decisions taken by the regulatory authorizes impact on volatility or the decisions taken by them are to targeted to reduce volatility, it is better to use VAR approach as it collect many causal variables (Allen and Fildes, 2001) . In estimating the VAR to find out the casual relations among different variables we have considered information from both real economy and monetary sector. The variables used are the Quantum Index of Production for general manufacturing (QIP), flow of remittances (R), Consumer Price Index (CPI), Broad Money Supply (M2), and Commercial Deposit Rates (less than for 3 months) (DR) for the period of July, 2005 to December, 2009. In addition to the above mentioned variables, we have constructed a special continuous variable "Decision (D)" by counting the number of decisions (e.g. Securities Laws, Order, Notification, Directive, Guideline etc) taken by the Securities and Exchange Commission of Bangladesh (SEC) targeting to the market behavior per month to see the role of regulators in relation to the perceived volatility in the market. The rationale of taking the variable is to test the general hypothesis floated in the market that the regulators also play a role in promoting volatility in the market or regulators of our market are not efficient enough to act promptly to suppress the market volatility. Data for this study has been collected from various national sources such as Bangladesh Bureau of Statistics (BBS), Bangladesh Bank (BB), Dhaka Stock Exchange (DSE) and Securities and Exchange Commission (SEC), Bangladesh. To calculate volatility index and we have considered the major indicator reported by the DSE in its Recent Market Information page due to their utmost importance.
Volatility Trend at DSE
From our analysis on volatile nature of DSE, we have found that over time the market is becoming more volatile which has been captured by the major indices of the market (Table-1 ). However, if we look at the volatility for other indicators then we can see that overtime volatility has decreased. We have gone for an in-depth analysis to see whether there is any periodical nature of this increasing volatile behavior, where we have considered two major indices namely DSI and DGEN for our purpose. The rationale for selecting these two indicators is to observe whether the perceived volatile behavior in the market is due to the presence of Z category shares or not. Based on our analysis, we can see that, during the initial period of global financial crisis, the market became more volatile, which decreased subsequently (Figure-1 ). But, the highest level of ups-and downs has been observed with the inception of Grameen Phone (GP) in the market. However, this extreme high value of volatility can be also attributed to the faulty system of calculating indices of DSE, which has got attention after the huge jump in share indices in one day in the very first day of trading of GP. Along with GP factor, a number of unstable decisions e.g. margin loan facility, face value harmonization, debate on capital gain tax and so on have contributed to make the market more volatile in the recent months, which is not desirable from the general investors' perspective.
Determinates of Volatility
From the estimated regression, we can see that the casual relationship between decisions taken by the regulatory authority and market volatility is statistically highly significant (Table-2) . But, the direction of causality is in reverse than theoretically and practically expected, as decisions taken by the SEC increases volatility whereas although volatility increases the number of decisions taken by the SEC immediately, with longer time the response was in opposite direction than expected. However, our findings are in line with the earlier empirical findings on this area (Yenshan, 1996; Razin, et al, 1999) . Apart from the effects of regulator's decision on volatility observed in the country's main stock exchange some macro variables such as remittance inflow and commercial deposit rate for less than three months also have unidirectional and negative influence on volatility which was also mentioned by Döpke et. al. (2005) , in their earlier study. However, even our attempt to identify the causality among different macroeconomic as well as policy decisions taken by the regulators, the study suffers from a number of limitations as we could not able to analyze the recent volatility in the market due to lack of availability of monthly data for all the relevant variables. We could not capture the role of government's different policies in the field of monetary, fiscal or foreign trade which also play a very important role in the movement of stock prices. Again, the time of global financial crisis, which is believed to have its positive impact on the volatility in the stock market, is subsumed in the period of our analyses and hence cannot be explained based on only regulator's role.
Conclusion
From our analysis we have found that major indicators of the country's major stock exchange is becoming more volatile over time and the regulators are not efficient enough to guard this volatility. But, for a developing country like Bangladesh, the importance of sound development of the market cannot be undermined. Although the SEC has been trying to maintain a continuous flow in the market, very often its role meets the broad economic objectives. In order to make the market less volatile, SEC itself should be strengthen both in terms of number of manpower and quality of the professionals involved with special focus on independent research, monitoring mechanism and prompt decision making. However, the following steps might be considered from the regulators position for the sound development of the market so that the interests of all parties in the market are addressed properly.
 The decisions taken by the regulatory authority should be made as much as predictable with providing adequate explanation for the investors. Again, before taking any major regulatory decisions a broad-based consultation among widely representative advisory committees, deliberations with the stock exchanges and intermediary associations, chambers of commerce and investor associations and the public which helped drive market consensus for the reforms could be considered by the SEC.  Making relevant information available, relating to specific securities SEC should monitor strongly the quality of audited reports, which requires transparency and accountability of audit firms in topmost.  SEC along with the government should take steps to increase the number of mutual fund to stabilize the market in the long run, which can be done by enforcing a level playing regulatory measure for public and private mutual funds.  To bring more companies which have good track record in terms of financial performance tax gap between listed and non-listed companies could be made in such a way that they are encouraged to enlist in the market. For this purpose, for different sectors different margins can be considered as well.  Government can also take pro-active role in building a stable market through tapping the growing interest of general people in the market by increasing supply of shares.  Off-loading State Owned Enterprises (SoEs) in the capital market will entail government to sell corporations in a profitable manner and will also diversify the market.  Public utilities and infrastructure related projects can also be asked to raise a part of debt through issue of marketable bonds.  Considering the growing interest of mass people, facilities of share business e.g. brokerage house should be spread all over the major points of the country. In this connection, expansion of information technology, especially availability of internet facilities at root level can be very helpful.  Spread of capital market educational programme up to root level needs to be strengthened, as to protect the interest of new investors minimum level of knowledge on capital market is very important.  Finally setting up a separate judiciary mechanism for settlement of disputes in the share markets (within a specified time limit) and restore the investors' confidence can be considered seriously. To guide and restore the confidence of individual investor in capital market, the regulatory authority should take necessary actions to encourage corporate governance rating among listed companies, which will enable investors to differentiate the good governance companies from the rest and can then attach higher value to those firms as Furthermore, in an n-variable unrestricted VAR, each and every concerned variable in the system is assumed to be endogenous and no a-priori restrictions are imposed (Enders, 1995) . Although the individual coefficient from any VAR estimation does not offer very meaningful relationship, the technique is still widely used in analysis of time series behavior of economic variables. The reasons for use of this technique in time series analysis lie mainly in the simplistic nature of the modeling technique as it is based on very little economic theory and it free from structural restrictions of any particular model builder. This approach does not require any specification regarding which variables are the endogenous or exogenous for any specific model and it also does not require any specific direction of causality among the concerned variables as a priori, which have exceptional advantages to use in any macroeconomic analysis especially for fiscal variables. 2. L1 and L2 mean lag of one period and two periods respectively.
